IN NET EXPORTS of the United States seldom have an important direct impact upon domestic activity. For this reason and because of the difficulties involved, little effort has been-or should be-spent on forecasting the U.S. net export component of gross national product (GNP). Indeed, the domestic economy is influenced by its foreign elements only when the concern policy makers feel about the competitive position of American goods in world markets, or about the balance of payments in general, becomes sufficient to affect economic policy. Hence it may be worthwhile to consider the prospect that such a worrisome situation might develop.
In Table 1 , seasonally adjusted moving averages of imports and exports are shown for the last two years.-The export surplus appears to have increased since the middle of 1969. In the three months January through During previous cyclical downturns and pronounced slowdowns, imports have declined as a percent of current GNP and it remains to be seen whether this experience will be repeated. One would not expect the import-GNP ratio to fall to its earlier values because, among other reasons, (1 ) the Canadian-U.S. automobile agreement has raised U.S. demand for imported automobiles, and (2) the tariff liberalization has had a similar The net services balance in the goods and services account deteriorated by over half a billion dollars in 1969, despite sharply higher income from U.S. investments abroad. This deterioration was a consequence of the continued growth in foreign military expenditures and a significant increase in payments of dividends and interest to foreigners for their investments in the United States. In fact, the combination of much higher interest rates and heavy short-term Eurodollar borrowing by U.S. banks caused investment payments to increase $400 million more than investment receipts, thereby accounting for most of the overall deterioration. With a return to less tight money markets in the United States and lower interest rates, these conditions should reverse themselves. It should be noted that interest rates in the Eurodollar market, more volatile than short-term rates within the United States, already have dropped almost 3 percentage points from their 1969 peaks. With normal growth of U.S. investment income, a slight decline in military expenditures abroad, and the money market conditions noted above, the U.S. net surplus on services should increase by about $1 1/2 billion. This improvement, along with developments in the merchandise account, might mean a $3 billion increase in net exports to about $5 billion-similar to the 1967 outcome. It should be noted, however, that the factors that improve the current account usually cause a greater deterioration in the capital account; thus the overall balance of payments on the official settlements basis likely will deteriorate.
